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Abstract 
This paper applies dynamic capability theory as an approach to understand innovation strategies in the 
Indonesian creative digital content industry. Face to face interviews were conducted with five Indonesian 
digital content companies to show that their innovation capability consists of abilities to gather and 
develop ideas into marketable products before they are launched to the market. It is found that innovation 
capability is determined primarily by the quality of human resources who are capable to learn 
continuously and to follow the changing trend in technology. Their organization structures are not too 
rigid to avoid complex bureaucracy that can hold up their creativity. This paper is one of the first works 
that uses the dynamic capability approach to understand innovation capability in Indonesian creative 
digital content. 
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1. Introduction  
Many companies believe that the safest way to maintain a competitive advantage is through 
increased revenues and cost savings. However, a study from Capgemini for Business Innovation (Duppen 
and Inniss, 2010) suggests that innovation has become an important factor in forming a competitive 
advantage. Although, on one hand, innovation is a very important factor in winning a business 
competition, on the other hand there are the typical characteristics of the innovation process, namely: 
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uncertainty, knowledge-intensive, controversial, and boundary breaking (Tether, 2002). In fact, a 
company or organization that has established those four characteristics finds that those characteristics are 
difficult to treat. Organization is formed to substantially minimize the uncertainty and ambiguity. In other 
words, organization is not designed to deal with tasks that are not structured. On the contrary, innovations 
that succeed are usually highly dependent on cross-disciplinary interactions. Management of innovation is 
aimed at reducing uncertainties both in the process (means) and the results (ends) so that an innovation 
can be done more effectively and efficiently (Brown and Eisenhardt, 1995).  
Today digital technology has penetrated into almost every aspect of human life and has opened new 
business opportunities both large and rapid in their growth. Price Waterhouse Coopers (2006) mentioned 
that annual growth of digital content indusry which include film, television, VoD services, recorded 
music, radio, internet advertising services, video games, business information, magazines, newspapers, 
books, theme parks, gambling and sports are expected to grow annually by 6.4%. Looking at the potential 
growth and the growing popularity of digital content in Indonesia, this research is going to explore the 
characteristics of digital content  affect their 
innovation strategies.  
Previous research related to dynamic capabilities and digital content have been done before. Sun and 
Tsai (2010) used resource-based theory to explore the effect of resources on the performance of 
companies of digital contents. Ishak and Firdaus (2010) discussed the capacity building of Malaysian 
digital contents as a significant contributor of Malaysian economy and society. While Lawson 
and Samson (2001) developed an innovation capability constructthrough a literature review along with a 
case study. However, research on digital product innovation management has not been done, particularly 
in the context of digital content industry in Indonesia. This study would help entrepreneurs in  digital 
content industry maintain and grow their capability, which will also become an input for policy makers to 
develop appropriate policies in order to encourage the growth of digital content industry.  
2. Conceptual Model of Innovation Capability 
Digital content industries depend very much on not only human resource competencies and idea 
management but also trends and wants in the market. Because of its nature that works with creativity and 
ideas, people in this industry need more freedom and informal activities in order to work productively. A 
very structured organization might not suit digital content industry, so this research considers 
organization structure as one of the factors affecting innovation capabilities.  
Previous researchers also mentioned about factors that can be used as an appraisal of innovation 
capability,  for example success  rate factors (Bao, 2010; Liao et al., 2009; Romijn and Albaledejo, 2002; 
Kandybin and Kihn, 2004), innovation investment return (Bao, 2010), and innovation sustainability (Bao, 
2010; Liao et al., 2009).   
Innovation capability is the ability to manage innovation process starting from identification of 
needs and issues, research, development, and commercialization of an innovation through diffusion to the 
adoption by its users (Rogers, 1995). Hansen and Birkinshaw (2007) described the capability of 
innovation as the innovation value chain consisting of three phases that are integrated with one another. 
The first is the development of ideas that can be done by parties that are within the company or from 
outside parties. The second is the conversion of an idea where ideas are selected and developed into a 
product or process. The third is the diffusion in which the products or services that have been developed 
are marketed. This research will use Hansen an
nature of digital content industry, where ideas are gathered and turned into an interesting product that is 
marketed. Digital content companies will be able to have these capabilities if they have sufficient 
resources. Table 1 below shows the factors affecting innovation capabilities that relevant to this research. 
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Table 1.Factors Affecting Innovation Capabilities
Author Factors affecting innovation capabilities
Lawson and
Samson (2001)
Vision and strategy, basic competencies, organizational intelligence, creativity
and idea management, organization structure and system, technology management
Ibrahim et al.
(2009)
Knowledge and competencies, organization support: organization structure,
resources, infrastructure, strategies and regulation, leadership.
Ibarra et al.
(2009)
Actors, physical resources, culture, and structure and system
In this research, a conceptual model is proposed based on the dynamic capability approach as shown
in Figure 1. The model begins with determinants of innovation capability that influence innovation 
capability leading to innovation success.
Figure 1: Conceptual Model of Innovation Capability
3. Research Methodology
This research employees Descriptive Cross Case Study as an approach to explore innovation 
capability in digital content industry. It starts with the companies that represent each selected industry.
Three areas in digital content industry that are explored in this research are animation, game, and digital
marketing companies. A total of five interviews were conducted with two companies from game and 
digital marketing and one from animation company. All companies have already gained their legality, and 
four of them are incorporated companies. On average, the number of employees of the companies is 10
persons except for one established gaming company that has 60 employees. All companies in game and 
animation industry are colaborating with foreign investors.
The study is conducted in the form of Face-to-Face (F2F) interviews with the executives and some 
key persons in each company with open ended questions. Interview questions are made based on the 
conceptual model that is mentioned above , but the interviews are open to any new insight. Data analysis
are done b
coding and selective coding to make a story line that relates each category (Creswell, 2003). 
4. Cases analysis
Kojo Anima
Kojo Anima is one of the first animation house in Indonesia which has a vision to provide a good 
education for Indonesian. Based on interview, Kojo Anima feels that finding a suitable human resources
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is as a factor that limits their development. It is difficult to find a person who is able to make a world class 
animation because most of them prefer to work in a foreign country as they are more appreciated there. 
Source of idea in Kojo Anima can come from inside and outside the company. The development of idea 
takes a long period of time and goes through many phases including error checking. Kojo Anima has to 
present their products to TV stations that are interested in their products. if there is a TV station that is 




not require a certain education background to the applicants. The required factors for them are 
hardworking and interested in digital content. Ideas come from customer orders or regular internal 
competitions that will be adjusted to a market trend. Agate strategy to survive in the competition is to 
avoid head to head competition and to learn continuously through sharing and experiment. For Agate, the 
ways to evaluate a success game are the number of players, the number of downloads, the number of a 
game is played, the game quality and the acceptance of a game in other countries than Indonesia.  
Night Spade 
At the beginning, Night Spade is a mobile game developing company. Night Spade was under 
Centre of Innovation at ITB as a business incubator, but right now, Night Spade is an incorporated 
company with one foreign investor. For Night Spade, key success for its business is nice relationship and 
collaboration with other creative digital content companies. In selecting employees, this company prefers 
employees that are able to express themselves in creative ways to their educational background. Its source 
of ideas is based on its internal forum, and because of limited human resources it has, one employee 
might handle more than one mobile game project. Night Spade sells their product directly to end 
customers through internet. 
Mangele 
ss solution using digital creative content as 
media to provide good quality product. To Mangele Studio, its human resources must see content digital 
as something fun. They must have specialized programming skills and are willing to learn continuously to 
follow the fast changes in digital content industry. Idea generation could come from inside or outside the 
company. This company also regulary does market research and presentations to get clients.  Its 
successful product is the one that is bought or used by a customer.




At 2011 GITS obtained its legality as an Incorporated Company. The reason they applied for an 
Incorporated Company is to make this company to be more agile in participating in a project and 
attracting investors is engaged in 
the application development and digital marketing services. For ideas that are 
GITS uses a contract-end system, where a cooperation ends when  a product is already approved by the 
customer. To search for their potential customers, GITS works together with many comunities, as their 
competitive advantage, by using a mobile application.  
5. Discussion 
In general, to search for the right human resources, each company in digital content industry 
prioritizes people who have a passion for  learning. For companies that produce digital marketing 
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contents and animation films, the most important criterion in selecting employment candidates is their 
background in programming, although they would do other things than programming once they are 
employed. This happens because  skills in creating and translating various details of such products as 
digital marketing and animation are required Overall, the companies find it difficult to find the right 
human resources because not many human resources in Indonesia have the required skills. In addition,
due to the lack of appreciation to those who work in this sector,
are willing to work in this sector. They prefer to work in another sector or even in another country that 
gives them more recognition of what they do. The main findings of this research are summarized in 
Figure 2.
Figure 2. Innovation Capability Model of Indonesian Digital Content Industry
Digital content companies vary from small to medium sized companies with approximately 10-15
employees with a relative simple organization structure and pattern of decision making. As they are small
companies, the decision making is
companies, such as Agate Studio, its organizational structure is more detailed and specified. The selection 
of ideas are carried out on a regular basis trough internal forum, depending on the type of product they 
deal with. The idea selection is carried out together with the management which is done by looking at the 
ongoing trend in a certain platform trend and the trend on the certain platform itself. Some respondents 
develop their products based on expert judgement whether the product will perform well in the market or 
not, while others are based on the market needs and market trends as well as assign a division that is 
responsible for understanding the needs, market trends and a platform trend to come.
The characteristics of the digital content industry are triggered by creativity, making the business 
opportunities in this industry to be very broad. However, creative ideas are not enough, once an idea is
obtained because the idea is transformed to products that suit the customer needs and wants. Based on
the interviews, the original ideas are not always followed up by the originators of the ideas, but they are
followed up by those who have the appropriate skills and who still have less workload. The perpetrators
of digital content argue that the idea limitation is due to the cost of development  and deadlines. A
detailed product will take a long time in the manufacturing process and also requires a high cost.
Sometimes a company launch a prototype product to see the reaction from its potential customers. At this 
stage of development, the quality of a product is checked to make sure there is no error.
Each product has a different marketing strategy. For products, such as games and animation, the
process of developing an idea to the market requires a substantial time. Since sometime before the launch
of a product, the product has already been announced through social media and a video to get market
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enthusiasm. The launch of the product itself can be done through setting up events or participating in 
events held by other parties. The perpetrators of digital content is still trying to find the most effective 
marketing method for each particular product type.  
Based on the interviews, the success rate of a digital content products not only from the financial 
side, but more on the side effects of the products such as happiness and satisfaction to the people who use 
these products. Some judge a product to be successful if there are other people who want to use and buy 
it, while others considered successful products as the ones that can be accepted in foreign countries or that 
are able to create other by-products (shirts, dolls, etc.) derived from digital contents products. The degree 
of innovation success is not measured by the rate of return. Innovationsustainability is considered high 
because every new emerging technology requires the development of new products, although the new 
products share the same type and detail with the old ones. Some companies try to offer a form of working 
relationship that is considered to be relatively more economical, that is, re-using the services of the same 
company. 
6. Conclusions  
Actors in creative digital industry see a digital content not only as business but also as their passion 
that motivates them to happily share their experience and thought with wider community. Respondents in 
this research admit that it is difficult to get capable human resources, not only because not many of them 
meet the required education background and ability, but also because they are more interested in working 
on a larger and foreign company rather than in a start up company. Foreign companies show more interest 
in Indonesian digital content companies than Indonesian. This implies that the goverment should facilitate 
investors to  to become profitable companies. 
Interactions between employees or co-workers also tend to be more informal and is not hampered by 
a complicated bureaucracy. This suits the nature of creative industry that needs a lot informal interactions 
in developing a good product. In this research, innovation capability of digital content companies can be 
seen from two things: the success of innovation and the sustainability of innovation. Satisfied consumers 
will make repeat purchases and use services offered by the company. The interviews show that the 
perpetrators of digital content does not include their target rate of return on innovation as a tool to 
measure the success of a product. This is because most of the digital content players are still trying to find 
the most effective ways to gain their revenue from the products they produce.  
This study is not free from some drawbacks. Digital content industry consists of many types of 
products. Therefore, future studies could look at the characteristics of innovation capability of players in 
characteriestics of the similar products. Future studies could examine more on the importance of knowing 
the return of any product innovation.  
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